Internal Revense Service Departnent of the Treasury

Bistrict 1100 Conmerce St., Ballas, Texas 75292
Rirector

Date: OCT 23 1955

Employer 1D Number:

Person to Contact:

Telephone Number:

Refer Reply To:

Dear Sir or Madanm:

We have considerzd your application for recognition of exemption from Federal
income tax under section S81(c)}(4) of the Internal Revenue Code.

The i1nformation submitted 1ndicates that you incorporated in the Stats of

on GG ticle "V of your Articles of Incorporation states that
your specific purpose 1s to provide maintenance, preservation and architectural
control of the residential lots, townhouses, and all common facilities and
properties within those cartain tracts of property shown to be included within a
subdivision in [ Ccunty. . known as

B Article IV aiso statez that your purpose is to promote the recreation,
health, safety and welfare of your residents.

Article 2 of your Bylaws states that each person occupying and ascquiring record
title to a fee or undivided fee interest in any lot or townhouse within

I "ol be o menber of your Association.

You are fcrmed to provide for the recreation, health, safety and welfare of
. You are within the boundaries of

District. You are comprised of r parcels with [JJj cccupied

residences and an estimated population of Your activities include ths
following:

1. The maintenance of esplanades, entrances, roadsides and mowing/landscaping of
common areass

2. Pest and mosquitc coantrol;

3. Providing law enforcements

4, Providing streetlights on all public roads within your jurisdictions
5. Maintenance of hike/bike trailss

6. Management and deed restriction enforcement.

The mosquito spreying 13 done throughout the entire subdivision area. You



contract with a management company to monitor and enforce deed restrictians,

Your primary source of financial incoms is member assessments,

Your axpensas
include the following:

Exoense cotegory [

Security 3= sE s
I

Past Control

As of . yo- had a total fund balance or net assets of
Your cash balance as of was

. You have incurred exceoass
ravenues each year as follous:

% Rev

Year
I |
e

A newsletter provided with your 1024 application indicates that

is located within your boundaries. This club is an
independent club with private membership.

Your correspondence dated [ =t2te: the following:

- The annual assessment is SJJJj per member. Certatn sections of your
association are assessed an additional amount to cover their prorata expenses

tncurred for landscaping and yard maintenance. The additional assessment is
based on the actual costs incurreds

The hike and bike trail has no restrictions to the geaneral public;

Your members are not required to belong to the [[NNENEGEGEGEGEGEGEEEEEEEEE

A map of your area was included with this correspondence. It shows that there
13 a courthouse, library and two schools in your area. Houwever, it could not be

determinad whether these are within your boundaries since the boundaries to your
association were not on this map.

A copy of your agreement with J County was provided with this
correspondence. This agreement calls for the Constable, Precinct I of

County to provide you with one extra deputy. You have agreed to pay

County the sum of for providing the extra deputy for the 12 month period

begsnning [N N

A copy of the Reservations, Restrictions and
Covenants was also providad with this correspondenca. Section | of Article III

of this document states that no building shall be erected, altered or permitted
to remain on any lot other than one detached single-family residential dwelling.
Sectson S of Article 11l of this document states that no lot in the subdivision
sihl]l be used for any commercial business or professioral purpose nor for church




purposes. There are seven additicnal sets of Declarstion of Covenants,
Conditions and Restrictions for other sections of your association, which were

not provided. These additional Declarations ara very similar in nature to the
one provided.

Your correspondence dated [ st2tes the fcllowing:

The additional assessments to your members to cover their prorata share of

the expenses incurred for the landscaping and yard maintenance of their lots are
as follows:

Additional assessment

__

- Your miuscellanecus revenue are reimbursements. The security reimbursement is
the prorated amount from a neighboring subdivision that ahares in the -

County Constable contract uith NG

- Your asasociation consists of -acress

- The income and expense dreakdown for the year ending [ vas provided.
It shows that your security expense for the year totaled S Your
e«cess revenue over expenses for the year totaled Y

You provide numerous city-like and government-like services such as law
enforcement, streetlights, matntenance and mosqu:to foggings

You do not maintain the exterior of any residential structures
All of your common areas and facilities are open to the general public.

Section S0i(c) of the Code describes certain organizations exempt from Federal
income tax under section S01(a) and reads, in part, as follows:

"(4) Civic leagues or organizations not organized for profit butl operated
exclusively for the promotion of social welfare, or local associations of
employees, the membership of which is limited to the employees of a
designated person or parsons in a particular municipality, and the net

earnings of which are devoted exclusively to charitable, educational, or
recreational purposes.”

Section 1.581(c)(4)-1 of the regulations preovides, 1f part , as follows:

{(a)l]) In general. A civic league or organization may be exempt as an
organization described in section S01(c)(4) zf -

(1) It is not organized or operated for profits and

(11} [t 1s operated exclusively for the promotion of social welfare."
"(a)2)(1) An organization 1s operated exclusively for the promotion of social
welfare when 1t ts primarily engaged in promoting, in some way, the common good

and general uwelfare of the people of the community. An organizstion embraced
within this section is one which is operated primarily for the purpose of
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tiringing ahcut civic betterments and social imp-ovements ### Tha promotion of
social welfare does not include direct or indirect participation or intervention
in political campaigns an behalf of or in opposition to any candidate for public
office. Nor is an organization operated primarily for the promotion of soctal
welfare if its primary activity is operating a social club for the benefit,
pleasure, or recreation of tts members, or i1s carrying on a business with the

general public 1n a manner similar to organizations which are operated for
profit. ess”

Revenue Ruling 69-28@, 1969-) C.B. 152, describes a nonprofit organization
formed to provide maintenance of the exterior walls and roofs of homea of
menbers who own houses in a development. The services include the painting of
e~terior walls and repair of roofs. [f a person purchases a unit in the housing
development , he 1s required to become a member of the organization. The

organization 1s not exempt as a social welfare organization under section
Sdi{c (4.

Revanue Ruling 72-182, 1972~-1 C.B. 143, describes an organization formed by a-
developer to preserve the appearance of a housing development and to naintain
streets, sidewalks and common areas for the use of the residents, which was
found to be exempt under Internal Revenue Code saction S5@1(c){4). The rationale
behind this decision was that the organization served the common good and
general welfare of the entire community because it owned and maintained certain
non-resaidential, non-commercial properties of the type normally owned and
maintained by municipal governments. Administering and enforcing covenants for

preserving the architacture and appesarance of a housing development was
incidental to the overriding public benefit.

Revenue Ruling 74-~99, t974-1 C.B. 131, modified Revenue Ruling 72-1082. It
prcvides that in order to qualify for exemption under IRC 501({c)(4), a
homeowners® association: must serve a “community” which bears a reasonable
reccgnizable relation to an area ordinartly identified as governmental;
not conduct activitiaes directed to the exterior maintenance of private
residences; and the common areas or facilities it owns and maintains must he
for the use and enjoyment of the general public. According to this revenue
ruling, a community within the meaning of sectior S501(c)(4) is not simply an
agoregation of homeowners bound together tn a structured unit formed as an
integral part of a plan for the development of a real estate subdivision and the
sale and purchase of homes therein. The term "community” as used in section
SB1(z)(4) has traditionally been construed as having refererce {0 &
geographical unit bearing 8 reasonatly recognizable relationship to an area
ordinarily identified as a governmental subdivision or a unit or district
theresf. The ravenue ruling was intended only to approve ownership and
maintenance by a homacwuners’® association of such areas as roaduays and
parklands, sidewalks, and straet lights, access to, or the use and enjoyment of
which 1s exstended to members of the general public, as distinguished from

controlled uae or access restricted to the memhers of the homeowners’
associ:ation,

must

According to Revenue Ruling 80-63, 1980-1 C.B., 116, no hard and fast rule can be
applied as 10 what constitutes a "community,” but each case must be examined to
determine whether the activities of the organization have sufficient community
oenefit to serve a social welfare purpose under IRC SO1(c)(4). Although the
area reprasented by an association may not be a community, 1f the association’s
activities benefit a community, 1t may still qualify for ex<emption. For
instance, 1f the association owuns and maintains common areas and facilities for




the use and enjoyment of the generasl public as distinguished from areas and
facilities whose use and enjoyment is controlled and restricted t. memhers of
the association, then it may satisfy the requirement of serv.ng » community.

The Ranche Santa Fe Association yv. U,5, court case involves Rancho Santa Fe, a
large, salf-contained housing development. The property contained in the
developnent consists of 6,188 acres. The association has approximately 3,000
members. The association overseses the governance of the property within the
development by enforcing the covenants and setting up various boards, includin:
a planning board, a park board, a health board, a library board and recreatijo.-
board. It also functions as a liaison between the community and the Board of
Supervisors on issues which require the participation of larger governmental
entities, such as maintenance of the rights-of-way and the sanitation system.
Rancho Santa Fe has its own post office and zip code. Not all of the comman
areas and facilities the association owned and maintained were open to members
of the r=neral public for their usze and enjoyment.

The a. .opment was found to be coextensive with the community it served,
and therefore, the benefits bestowed by the association on the development
benefit the general public within the regquirements of statute.

Exemption under
section S@1(c)(4) was recognized.

The Flat Top Lake Association, Inc, v, U,8. court case involves Flat Top Lake, a
housing development. It maintains and operates a lake and other recreational
facilities for the pleasure and convenience of its members. Flat Top Lake lacks
certain indicia of a community such as churches, schools or stores. Entrance
to the associations’ property and use of 1ts facilities 1s strictly limited to
members and their guests. It has a sign on 1ts entrance that states: "Flat Top
Lake Association, Private Property, Members Only.” The association does not
meet the requirements of e emption set out in IRC 501(c){(4).

You are similar to the organization described in the Revenue Ruling 69-280. You
are providing landscaping and yard maintenance services for your members private
property. You are then assessing them for providing these services.

Landscaping and vard maintenance can be considered the exterior maintenance of
private residences.

You are not similar to the organization described in the Revenue Ruling 74-99
for the following reasons: (!) you are not a “community” which bears a
reasonable recognizable relation to an area ordinarily identified as
governmental; and (2) you conduct activities directed to the exterior
maintenance of private residences. You are made up of single family residences.
No lots in your subdivision shall be used for any commercial business or
professional purpose nor for church purposes. Landscaping and lawn maintenance

of your members private property can be considered e«<terior maintenance of
privale residences.

You are nat similar to the organizaticn described i1n the Revenue Ruling 80-63.
You are not a community and your activities do not benefit a community. You are
operated primariiy for the private benefit of your members and any benefits to
the community are not sufficient to meet the requirement that you be operated
primarily for the common good and general welfare of the community. Security
services which are in addition to those already provided and the landscaping and
Jawn maintenance of your members private property 1s for the private benefit of
your members., These services do not benefit a community.
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You are not similar to the Rancho Santa Fe Association because you are not a
community. You have approximately - members and consist of - acres. Rancho
Santa Fe has 3,000 members and consists of 6,100 acras. Rancho Santa Fe is a

self-contained housing development. You are made up of single fanmily
residences.

You are similar to the Flat Top Lake Association. 1t is operated for the
private benefit of its members. By providing security services and landscaping

and lawn matntenance services for your members, you are operated primarily for
their benefit.

You do not meeat a basic requirement for examption under section SQi{(c)(4) - that
you operate in a non profit manner. The accumulation of in fund

balances or net assets, as well as consistently earning excess revenues clearly
shows that you operate in a for profit manner.

Accordingly, it is held that you are not entitled to exemption from Federal
income tax as an organization described in section S01(c)(4), and you are
required to file Federal income tax returns on Form 1120.

As a homeowners' association, you may qualify for treatment under section 528,
In this letter we are not ruling on the question of whether you qualify for
treatment under sect:on 528. Houwever, if you believe you qualify for such
treatment , you shoula file Form 1120-H when due.

If you do not agree with these conclusions, you may, within 3@ days Ffrom the
date of this letter, file in duplicate a brief of the facts, law, and argument
that clearly sets forth your position. If you desire an oral discussion of the

issue, please i1ndicate this in your protest. The enclosed Publication B92 gives
instructions for filing a protest.

If you do not file a protest with this office within 30 days of the date of this
report or letter, this proposed determination will become final.

1f you agree with these conclusions or do not wish to file a written protest,

please sign and return Form 6018 in the enclosed self-addressed envelope as soon
as possible,

If you have any further questions, please contact the person uhose name and
telephone number are shoun at the beginning of this letter.

Sincerely,

District Osirector

Enclosures:
Publicatton 892
Form cd18






